SOCIAL SECURITY

MEMORANDUM
Date: September 26, 2003 Refer To:

To: The Commissioner

From: Inspector General

Subject: Controls over Supplemental Security Income Replacement Checks (A-05-03-13010)
Attached is a copy of our final report. Our objectives were to determine whether the
Social Security Administration has adequate procedures to control duplicate

Supplemental Security Income checks issued to the same recipients and recover
overpayments resulting from double check negotiations.

Please comment within 60 days from the date of this memorandum on corrective action
taken or planned on each recommendation. If you wish to discuss the final report,

please call me or have your staff contact Steven L. Schaeffer, Assistant Inspector
General for Audit, at (410) 965-9700.

James G. Huse, Jr.
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Mission

We improve SSA programs and operations and protect them against fraud, waste,
and abuse by conducting independent and objective audits, evaluations, and
investigations. We provide timely, useful, and reliable information and advice to
Administration officials, the Congress, and the public.

Authority

The Inspector General Act created independent audit and investigative units,
called the Office of Inspector General (OIG). The mission of the OIG, as spelled
out in the Act, is to:

Q Conduct and supervise independent and objective audits and
investigations relating to agency programs and operations.

Promote economy, effectiveness, and efficiency within the agency.
Prevent and detect fraud, waste, and abuse in agency programs and
operations.

Review and make recommendations regarding existing and proposed
legislation and regulations relating to agency programs and operations.
Keep the agency head and the Congress fully and currently informed of
problems in agency programs and operations.
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To ensure objectivity, the IG Act empowers the IG with:

O Independence to determine what reviews to perform.
QO Access to all information necessary for the reviews.
QO Authority to publish findings and recommendations based on the reviews.

Vision

By conducting independent and objective audits, investigations, and evaluations,
we are agents of positive change striving for continuous improvement in the
Social Security Administration's programs, operations, and management and in
our own office.



Executive Summary

OBJECTIVE

Our objectives were to determine whether the Social Security Administration (SSA) has
adequate procedures to control duplicate Supplemental Security Income (SSI) checks
issued to the same recipient and recover overpayments resulting from double check
negotiations (DCN).

BACKGROUND

SSA has established procedures to replace monthly SSI checks that recipients claim
were not received. A Federal settlement agreement mandated that when a recipient
reports a check was not received, SSA will direct the Department of the Treasury
(Treasury) to immediately issue a replacement check prior to investigating the status of
the missing check. There are two situations when SSA may choose to investigate the
status of an original check prior to issuing a replacement check. First, if SSA believes
that an individual alleging nonreceipt is misusing SSA’s policy of immediate payment,
SSA will direct Treasury to determine the status of the original check before replacing it.
This action requires SSA to establish that the individual received a final denial on a
forgery claim or had a DCN within the last 24 months that was not appealed. Second,
SSA can request Treasury to determine the status of a check when the recipient is
unsure whether a benefit check was received.

RESULTS OF REVIEW

SSA recorded 226,615 DCNs totaling approximately $104.7 million during the audit
period. Our review concentrated on the 127,262 DCNs totaling $59.7 million recorded
during the 12-month period ended March 31, 2002. These totals include

8,375 individuals who negotiated from 3 to 12 DCNSs during the year, resulting in
overpayments of $16.7 million. We visited six field offices that processed a large
number of DCNs including two with over 1,000 DCNs each during the period. We also
visited an office in Rochester, New York, that processed 649 DCNs and is part of an
ongoing project being conducted by our Office of Investigations to investigate and seek
prosecution of individuals who abused the replacement check process.

CONCLUSIONS AND RECOMMENDATIONS

SSA has revised its procedures to improve its controls over DCNs and recovery of
related overpayments. Nonetheless, the number of DCNs and the amount of related
overpayments have increased to a significant level in recent years. We are
recommending that SSA take additional actions to deter individuals from initiating
multiple DCNs and to recover related overpayments in a timely manner. As a result of
reducing the occurrence of DCNs and initiating prompt recovery action, we estimate
SSA could realize about $137.5 million in program savings over a 5-year period.
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AGENCY COMMENTS

SSA generally agreed with our recommendations. The Agency added that DCNs are a
concern and it strongly supports efforts to deter and prevent fraudulent requests for SSI
replacement checks. See Appendix F for SSA’'s comments.
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TSR
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Introduction

OBJECTIVE

Our objectives were to determine whether the Social Security Administration (SSA) has
adequate procedures to control duplicate Supplemental Security Income (SSI) checks
issued to the same recipient and recover overpayments resulting from double check
negotiations (DCN).

BACKGROUND

The SSI program is a needs-based program administered by SSA. The program
provides cash assistance to financially needy individuals who are aged, blind and/or
disabled.” SSA estimated total SSI payments of $31.9 billion were made to an
estimated 6.8 million recipients during Calendar Year 2002.

Prior to November 1997, SSA did not provide immediate SSI replacement checks when
recipients claimed they did not receive the checks. If a missing check was reported for
a current monthly benefit check, SSA reviewed its records to determine if the recipient
cashed two checks for the same month’s payment during the previous 24 months. If a
double check negotiation (DCN) was detected, SSA requested that the Department of
the Treasury (Treasury) determine the status of the original check before issuing a
replacement check.

This procedure was challenged through a class action suit filed in the State of New
York.? The plaintiffs filed suit to challenge the procedures used to replace Title Il and
Title XVI checks for which nonreceipt allegations were filed. As a result, SSA entered
into a settlement agreement and, effective November 1997, SSA generally issues an
immediate replacement for missing checks. The two exceptions to this general rule are
as follows.

First, if SSA has reason to believe that an individual alleging nonreceipt is misusing
SSA’s policy of immediate replacement, SSA can request Treasury to determine the
status of the original check prior to issuing a replacement payment. To do this, SSA
records must establish that the individual received a final denial on a forgery claim or
had a DCN that was not appealed within the last 24 months. If SSA invokes this option
and the original check has not been presented for payment, Treasury will cancel the
original check and issue a replacement check. If the original check has been cashed
and the check payee denies cashing it, a forgery investigation must be completed
before a settlement check will be paid. Second, if an individual is unsure whether a

'20 C.F.R. § 416.110.

2 Robinson vs. Sullivan, U.S. Dist. Lexis 14127 (S.D.N.Y.) 1994.
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benefit check was received, SSA will direct Treasury to determine the status of the
original check before issuing a replacement.®

We coordinated our review with the Office of the Inspector General, Office of
Investigations (Ol), which has projects in place to process and prosecute individuals
with multiple DCNs. We also reviewed a memorandum from the SSA Dallas Region
that addressed DCN abuses at two field offices (FO). The memorandum, dated
June 28, 2002, was addressed to SSA’s Deputy Commissioner for Operations. Its
primary purpose was to recommend actions to decrease the occurrence of fraudulent
DCNSs under the SSI program.

SCOPE AND METHODOLOGY
To complete our review we:

e Interviewed SSA employees at Region V offices concerning replacement check
procedures and related problems.

e Reviewed fact sheets issued by Ol that involved DCN fraud.

e Performed a nationwide data extract of DCNs from the SSI recipient master file, the
Supplemental Security Record (SSR), for the 2-year period ended March 31, 2002.

e Followed up on the status of recommendations to reduce DCNs made in a
memorandum from the Dallas Regional Office.

e Visited 6 of the 20 FOs nationwide with the largest number of DCNs to review their
procedures to control and recover DCNs. The offices were located in Milwaukee,
Wisconsin; Los Angeles, California; Rochester, New York; St. Louis, Missouri;
Memphis, Tennessee; and Detroit, Michigan.

e Contacted the administrative sanctions coordinators at every region to assess the
use of sanctions for individuals who have multiple DCNs.

e Selected all recipients from the 6 FOs that we visited who had 10 or more DCNs
from April 1, 2001 to March 31, 2002, to determine what actions were taken.

e Reviewed the Ol pilot investigation of DCNs in the State of New York.
e Reviewed applicable Federal regulations and SSA policies and procedures.
We developed a population of DCNs by extracting records from the SSI master file, the

SSR. Selected records were reviewed in detail to validate the accuracy of the extract.
In addition, we validated other records by using selected cases as a basis for detailed

3 Program Operations Manual System (POMS), section GN 02406.002(B).7.
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record reviews during our on-site visits to six FOs. Our statistical methodology can be
found at Appendix A.

We performed field work from September 2002 through March 2003 at our office in
Chicago, lllinois; local FOs in the Chicago area; the six FOs identified previously; and
SSA Headquarters in Baltimore, Maryland. The entities audited were SSA’s FOs under
the Deputy Commissioner for Operations. We conducted our audit in accordance with
generally accepted government auditing standards.
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Results of Review

SSA recorded 226,615 DCNs totaling about $104.7 million during the 2-year audit
period ended March 31, 2002. During the most recent year there were 8,375 individuals
who negotiated from 3 to 12 DCNs during the same year, resulting in overpayments of
$16.7 million. This category includes 1,271 individuals who negotiated 6 or more SSI
replacement and initial checks, resulting in average overpayments of about $3,500. Our
frequency analysis for the year ended March 31, 2002 is shown as Appendix B.

SSA staff expressed the opinion that the Robinson-Reyf settlement agreement to
immediately replace checks reported as missing partially explains the significant
increase in the number of DCNs under the SSI program. Our discussions with both
SSA regional and FO staff identified weaknesses in monitoring DCNs and recovering
related overpayments, as well as a lack of penalties to deter DCN abuses. We
commend SSA for initiating procedural changes that should reduce both of these
weaknesses in the future. Nonetheless, we recommend additional actions be taken to
further improve controls over replacement checks and overpayment recoveries from
DCNs. Further, SSA needs to increase the use of administrative sanctions as a penalty
against those who abuse the replacement check process by incurring multiple DCNSs.

INCREASED DCN ACTIVITY

Our data extract for the 2-year period ended March 2002 consists of records from the
SSR where both the original and replacement checks were cashed for the same month.
The payee may not always be at fault and can exercise an appeals right if it is alleged
that another person cashed one of the checks. The number of DCNs for the 1-year
period ended March 31, 2002 disclosed an increase of 28 percent above the previous
year and the related overpayment dollar amount was 33 percent above the previous
year as shown in the table below.

DOUBLE CHECK NEGOTIATIONS FREQUENCY TABLE

Year Number of DCNs Total Amount
April 1, 2000 to March 31, 2001 99,353 $ 45,032,402
April 1, 2001 to March 31, 2002 127,262 59,703,356
Totals 226,615 $104,735,758
Percentage Increases 28 33
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The increases in the number of DCNs have been dramatic at some FOs. For example,
Ol provided the following information on DCN increases at the Syracuse FO in
New York after the Robinson-Reyf court action.

Year Number of DCNs

1996 (prior to Robinson-Reyf settlement) 36
2000 502
2001 733
2002 (at August 31) 723 (projected to 1,084 at year’s end)

Another example was provided by the Dallas regional office. The Regional
Commissioner, in a memorandum to Headquarters, cited the number of DCNs and
related overpayments at two FOs in Oklahoma City, Oklahoma, and Tyler, Texas, for
the 4-year periods immediately before and after the Robinson-Reyf settlement. The
Region reported that total DCNs and overpayments went from 980 to 1,475 and from
$366,653 to $628,199, respectively. While not as dramatic as the increases in
Syracuse, the data indicates significant average increases in DCNs issued and related
overpayments of 50.5 percent and 71.3 percent, respectively. Ol has initiated
investigations related to some of these cases.

VULNERABILITIES IN THE NONRECEIPT SYSTEM

Our review of SSA instructions in the Program Operations Manual System (POMS) for
SSI replacement checks and discussions with FO and regional staff disclosed the need
for improvements in the process.

FO EMPLOYEE CONCERNS

We visited 6 FOs from the list of 20 FOs with the highest volume of DCNs nationwide
(see Appendix C). The FOs were selected from different regions to provide nationwide
representation. Below we have summarized opinions held by all or most of the staff we
interviewed relevant to our audit objectives.

Generally, the FO staff did not believe that current procedures are adequate to reduce
overpayments related to DCNs. They believed there are two significant factors in the
nonreceipt process that allow or encourage recipients to consistently receive two SSI
payments for the same month. The first factor was a lack of consistent POMS
instructions between FOs and teleservice centers (TSC) for processing nonreceipts.
The comments are summarized below.

e At the time of the interviews, SSA’s procedures for teleservice representatives (TSR)
were not consistent with those for FO staff. TSRs were not required to initiate a
request for Treasury action for recipients who have a history of DCNs. The input of
a “C-stop” directs Treasury to investigate a missing check before issuing a
replacement check.
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e Procedures only required TSRs to process the “C-stop” when a caller was “unsure”
as to whether a check was received. Situations where abuse was suspected were
to be referred to the FO or program service center for processing.

We noted that SSA responded to this concern. The Agency recently issued an
Emergency Message (EM-03028, effective March 24, 2003) to emphasize the
importance of annotating the SSR when DCN abuse occurred on recipients’ records.
The message directs TSRs to input “C-stop” actions when DCNs were committed during
the prior 24-month period. However, some of the FO staff we interviewed believed
TSRs were not reviewing the records to identify payees as DCN abusers. They stated
that overpayments could be avoided if the TSRs were reviewing the records to identify
prior DCNs. Instead, they claimed some TSRs input a “B-stop” when the record is
annotated that a “C-stop” should be inputted into the system. The “B-stop” directs
Treasury to issue a replacement check immediately prior to an investigation of the
original check.

The second significant factor identified during the FO interviews concerned DCN
recovery procedures. Under the law, SSI overpayment recoveries generally are limited
to the lesser of a recipient’s SSI benefit or 10 percent of monthly income. An exception
is the law allows SSA to withhold an entire SSI payment if fraud, willful
misrepresentation, or concealment of material information was involved in connection
with the overpayment.4 However, we determined SSA was not applying this exception
to the 10 percent ceiling on SSI payments to recover overpayments related to DCNs.
Thus, individuals who incurred multiple DCNs increased their cumulative amount of
overpayments.

This year SSA improved its procedures by specifying that individuals who incur DCNs
are liable for a withhold of the entire SSI payment to recover related overpayments.®
This policy, effective May 2003, is based on the legal criteria for exceptions to the

10 percent withhold ceiling, namely “...that similar fault, misrepresentation or
concealment of material information was committed by the SSI individual or his/her
deemor....” This instruction identifies DCNs as an example of a type of case subject to
100 percent withholding and describes how it should be implemented.®

An additional concern was expressed by the manager at one of the FOs we visited.
She stated that the POMS notes that a “U” in the “Pay Flag 3 column” of the SSI record
means that both original and replacement checks have been cashed. The manager
then referred to the case we provided. For this particular record, the recipient was able
to double negotiate 12 checks during the 1-year period ended March 31, 2002. The
manager noted that not all DCNs were identifiable by a “U.” Instead, the record field
was blank. The manager stated an employee could interpret the blanks in this field

* Section 1631(b)(1)(B) of the Social Security Act, as amended (42 U.S.C. 1383(b)(1)(B)).
® POMS, section SI 02220.016.

20 C.F.R. § 416.571.
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represented regular payments. She believes all DCNs should be annotated consistently
on the record.

THE PROBLEM OF MULTIPLE DCNS

We visited the six FOs identified previously with high volumes of DCNs. We discussed
the problems of multiple DCNs by selecting one SSI payee serviced by each FO who
had at least nine DCNs during the 1-year period ended March 31, 2002. We asked FO
employees the following key questions:

Why is your office one of those with the largest number of DCNs issued in the
nation?

How would you respond if the person whose name appears on the record we
provided with multiple DCNs were to come to the office for another replacement
check?

What will be done to stop the recipient from continuing to receive replacement
checks?

The FO employees generally responded as follows:

1.

They believed the number of DCNs were related to demographics of the
population served. The high-volume offices tend to be located in low-income
communities. As a result, recipients often are presumed to be in dire financial
need. Another opinion was that some recipients expect DCNs as a regular
income source and know how to manipulate the system in their favor.

Some employees stated that recipients are aware that they can receive a
replacement check by calling the SSA 800-number. One allegation was that if
the TSR states an investigation of the original check will be done before issuing a
replacement check, the recipient will call another TSR until one agrees to issue
an immediate payment check. Also, staff stated that recipients are aware that
the only SSA response to DCNs was to record overpayments.

Another employee response was that payees have also learned to hold their
original check until a replacement check is received. When Treasury releases a
replacement check, the individuals will cash both checks at the same time at
different currency exchanges.

FO employees stated if a recipient with multiple DCNs came into the office

for another replacement check, a “C-stop” would be entered onto the record with
remarks to alert other staff to use future “C-stops.” However, it was stated that
the recipient might ask for a manager to request an immediate payment based
on “dire need.” When this happens, either a supervisor or office manager talks
with the person to determine if the payment should be issued. Regardless of the
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immediate payment, a “C-stop” will be recorded and a replacement check can
still be issued.

3. FO employees stated the only required action under POMS to stop DCNs was to
record “C-stops” for Treasury action.

THE USE OF ADMINISTRATIVE SANCTIONS

SSA procedures provide for administrative sanctions as a penalty against individuals
who abuse the program. FOs submit proposed sanction actions to the regional
coordinator for approval. The criteria for administrative sanctions is as follows:

“SSA will impose a penalty when an individual makes (or causes to be made) a
statement or representation of a material fact for use in determining title Il/title
XVI benefit eligibility or amounts if: The statement is false, misleading, or omits a
material fact; and the person knows or should know the statement is false,
misleading, or omits a material fact and the statement is made with a knowing
disregard for the truth; and the statement is made on or after 12/14/99.”

Employees from the six FOs we visited stated that their offices did not propose
administrative sanctions for DCN cases. The reasons cited included the following:

e suspending benefits for 6 months is too harsh;
¢ the additional time and work needed to develop a proposed sanction; and

e the sanction process is too long and tedious and the office has to emphasize
production.

In addition, we received feedback from 4 of the 10 regional administrative sanctions
coordinators. Of the four, only the coordinator in the Dallas Region was actively
imposing sanctions on DCN abusers.

The Dallas coordinator stated that a claims representative (CR) in the FO in Alexandria,
Louisiana used the administrative sanction process to reduce fraud and abuse related
to DCNs. The CR began submitting DCN cases to the Dallas regional coordinator in
May 2002. At the time of our contact, the CR had submitted 34 DCN cases for
sanctions and all were approved. The staff noticed a marked decrease in nonreceipt
claims for SSI check recipients at the FO. The Dallas coordinator stated that she was
publicizing these successes to generate more referrals.

" POMS, section GN 02604.405.
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FO EMPLOYEES RECOMMEND DIRECT DEPOSIT

Direct deposit or Electronic Funds Transfer (EFT) can prevent individuals from abusing
the SSI Nonreceipt System. If a SSI payee is using EFT, FO employees and/or TSRs
can tell immediately if a recipient or representative payee has not received a SSI
payment. However, for EFTs in the United States:

“Title Il and Title XVI benefit recipients who indicate that payment by EFT would
impose a hardship may request to be exempted from the EFT requirement. The
recipient will determine what constitutes a hardship. These self-determinations

of hardship will not be verified or documented in the file.”

Therefore, SSA staff can only encourage individuals to use direct deposit. We identified
cases where individuals with multiple DCNs were told to open an account with a bank to
have direct deposit. In some cases, the individuals would then close the account and
again double negotiate checks. We determined that some DCN abusers were required
to pick up checks at their servicing FOs, although we found no policy to support this
procedure. Also, employees stated that they could not efficiently accommodate
individuals with multiple DCNs coming into the office at the beginning of every month to
pick up checks.

ANALYSIS OF DCN RECOVERY RATE

SSA does not monitor the status of overpayments related to DCNs to determine their
repayment status. As a test, we selected the 12 recipients from the 6 FOs we visited
who had 10 or more DCNs during the 1-year period ended March 31, 2002. These

12 recipients have a total of 125 DCNs. The detailed results are shown as Appendix D.
We found that only one DCN was fully recovered within 1 year following the
overpayment. The DCN recovery rate was:

e One DCN was found to be fully repaid by February 2003.
e Thirty-two (25.6 percent) of the DCNs were partially paid.

e Ninety-two (73.6 percent) were awaiting collection. The 10 percent withholds for
collection were being applied to earlier overpayments for the same individuals.

OFFICE OF INVESTIGATIONS DCN PROJECT

Ol's Batavia Office, New York Field Division, has in process an initiative to address the
significant increase in replacement checks received by SSI recipients since the
Robinson-Reyf court mandate. Twenty-seven SSA offices within the jurisdiction of the
Batavia Office in the State of New York were included in this project.

8 POMS, section GN 02402.001.
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On December 31, 2002, the Batavia Office received a computer-generated listing of
382 potential DCN fraud suspects, each of whom incurred at least 5 DCNs in the past
60 months. By January 17, 2003, Ol completed personal interviews for the 22 worst
offenders and all of them provided sworn statements admitting to false claims. Some of
the interviews collaborated FO staff statements that TSCs were the weakest link in SSA
controls over the replacement check process. During January 21-22, 2003, Ol briefed
the United States Attorney’s Office for the Western and Northern Districts of New York
about the investigation. Both agreed to a unified and coordinated prosecution in the two
Districts. Ol reported in April 2003 that there were a total of 115 cases pending
prosecution. For the Eastern and Southern Districts, Ol identified 424 DCNs with
overpayments totaling over $1.7 million. Of these, there were 170 cases with potential
for criminal prosecution based on a minimum overpayment amount of $4,000 per case.

Other Ol Field Divisions are looking into the viability of DCN investigations. Several
factors must be taken into consideration, not the least of which is continuing support by
Federal or State/local prosecutors within affected jurisdictions. Other factors include the
amount of monetary losses, recipients’ or payees’ criminal records, availability of
investigative resources and competing workloads, and the suspects’ age, mental health
and financial resources.
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Conclusions and
Recommendations

SSA revised its procedures to improve controls over the issuance of DCNs and the
recovery of related overpayments. If properly and consistently applied, these
procedures will reduce the occurrence of DCNs in the future and provide a means for
timely recovery of overpayments when they occur. However, the procedures do not
address the timely recovery of DCNs previously incurred with large overpayment
balances. Also, our discussions with field staff disclosed concerns about their capability
to address effectively the problem of individuals with multiple DCNs. Additional
guidance is needed to provide for the consistent use of referrals to Ol and
administrative sanctions.

Ouir visits to FOs and discussions with regional staff also disclosed the lack of
deterrence to individuals who continue to request replacement checks and incur
multiple DCNs. Even for those individuals subject to the Ol project in the State of

New York, the majority are not subject to prosecution because the amount of money
related to the DCNs was below the minimum needed to pursue prosecution. Except for
one FO in the Dallas Region, we also found no evidence that field staff were pursuing
administrative sanctions against individuals with DCNs. Finally, our visits identified a
need for training and enhanced systems support to assist field staff in identifying and
taking appropriate action when confronted by individuals with multiple DCNs. Training
is particularly critical given the significance of procedural changes this year.

Systems enhancements would reduce the time and increase the accuracy of DCN
processing actions required of the employee. Currently, manual actions are taken to
access and review each individual’s SSI record, identify patterns of DCNs and either
request a replacement check or request assistance from Treasury. When DCNs are
detected, the employee processes appeals notices and, when appropriate, establishes
overpayments for benefit offset recovery actions. We believe this process is labor
intensive and, as a result, subject to clerical error or oversight.

RECOMMENDATIONS
We recommend SSA:

1. Conduct training for both FO and TSC staff to address the issue of DCNs. The
training should focus on changes in processing requests for replacement checks and
increasing the withhold amount to recover DCN overpayments from subsequent
checks.

2. Consider automation enhancements to the replacement check process to assist staff
in identifying individuals with DCNs and processing appeals and overpayment
recovery actions.
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3. Develop and implement procedures to use administrative sanctions in an
appropriate and consistent manner against individuals with multiple DCNs.

4. Continue encouraging recipients to use the direct deposit system as a means of
preventing SSI payment errors.

5. Develop action plans to assist FOs with a high number of DCNs by improving front-
end processing. Also ensure FOs refer individuals with multiple DCNs to Ol for
potential prosecution or, if declined, to regional offices for administrative sanctions.

AGENCY COMMENTS

SSA generally agreed with our recommendations and supports the need to deter and
prevent DCNs, especially when recipients claim high numbers of nonreceipts. The only
reservation expressed was to question the need for action plans to assist FOs with a
high number of DCNs. SSA believes current improvements are